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ADDENDUM TO SECTION E 


COST REIMBURSEMENT RESEARCH AND DEVELOPMENT 


PROVISIONS 

1 July 1974 
DELETIONS: tion, when pension contributions are paid by the Contractor to 
the retirement fund less frequently than quarterly, accrued costs 
ARTICLE 4 therefor shall be excluded from indirect costs for payment pur- 


7-402.30 AUDIT (1971 APR) (AMENDED) 


ARTICLE 6 


7-402.3 ALLOWABLE COST, FIXED FEE, AND PAYMENT 
(1972 MAY), 


ARTICLE 16 
7-402.20 AUTHORIZATION AND CONSENT (1961 JAN) 


ARTICLE 20 
7-402.8 SUBCONTRACTS (1973 APR) 


ARTICLE 21 


7-104.9(h) TECHNICAL DATA WITHHOLDING OF 
PAYMENT (1973 APR) 


ADDITIONS: 


ARTICLE 6 


7-402.3 ALLOWABLE COST, FIXED FEE, AND PAYMENT 
(1974 APR) 


(a) For the performance of this contract, the Government shall 
pay to the Contractor: 


(i) the cost thereof (hereinafter referred to as “allowable 
cost”) determined by the Contracting Officer to be allowable 
in accordance with: 


(A) Part 2 of Section XV of the Armed Services Pro- 
curement Regulation as in effect on the date of this 
contract; and 


(B) the terms of this contract; and 


(ii) such fixed fee, if any, as may be provided for in the 
Schedule. 


(b) Payments shall be made to the Contractor when requested 
as work progresses, but not more frequently than bi-weekly, in 
amounts approved by the Contracting Officer. The Contractor 
may submit to an authorized representative of the Contracting 
Officer, in such form and reasonable detail as such representative 
may require, an invoice or public voucher supported by a state- 
ment of cost for the performance of this contract and claimed 
to constitute allowable cost. For this purpose, except as provided 
herein with respect to pension contributions, the term “costs” shall 
include only those recorded costs which result, at the time of the 
request for reimbursement, from payment by cash, check, or other 
form of actual payment for items or services purchased directly 
for the contract, together with (when the Contractor is not de- 
linquent in payment of costs of contract performance in the 
ordinary course of business) costs incurred, but not necessarily 
paid, for materials which have been issued from the Contractor’s 
stores inventory and placed in the production process for use 
on the contract, for direct labor, for direct travel, for other direct 
inhouse costs, and for properly allocable and allowable indirect 
costs, as is shown by records maintained by the Contractor for 
purposes of obtaining reimbursement under Government contracts 
plus the amount of progress payments which have been paid to 
Contractor’s subcontractors under similar cost standards. In addi- 
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poses until such costs are paid. If pension contributions are paid 
on a quarterly or more frequent basis, accruals therefor may be 
included in indirect costs for payment purposes provided that 
they are paid to the fund within thirty (30) days after the close 
of the period covered. If payments are not made to the fund 
within such thirty-day period, pension contribution costs shall 
be excluded from indirect cost for payment purposes until payment 
has been made. The restriction on payment more frequently than 
bi-weekly and the requirement of prior payment for items or 
services purchased directly for the contract shall not apply where 
the Contractor is a small business concern. 


(c) Promptly after receipt of each invoice or voucher and 
statement of cost, the Government shall, except as otherwise 
provided in this contract, subject to the provisions of {d) below, 
make payment thereon as approved: by the Contracting Officer. 
Payment of the fixed fee, if any, shall be made to the Contractor 
as specified in the Schedule; provided, however, that after pay- 
ment of eighty-five percent (85%) of the fixed fee set forth 
in the Schedule, the Contracting Officer may withhold further 
payment of fee until a reserve shall have been set aside in an 
amount which he considers necessary to protect the interests 
of the Government, but such reserve shall not exceed fifteen per- 
cent (15%) of the total fixed fee or one hundred thousand 
dollars ($100,000), whichever is less. 


(d) At any time or times prior to final payment under this 
contract, the Contracting Officer may have the invoices or 
vouchers and statements of cost audited. Each payment theretofore 
made shall be subject to reduction for amounts included in the 
related invoice or voucher which are found by the Contracting 
Officer, on the basis of such audit, not to constitute allowable cost. 
Any payment may be reduced for overpayments, or increased 
for underpayments, on preceding invoices or vouchers. 


(e) On receipt and approval of the invoice or voucher desig- 
nated by the Contractor as the “completion invoice” or “com- 
pletion voucher” and upon compliance by the Contractor with all 
the provisions of this contract (including, without limitation, the 
provisions relating to patents and the provisions of (f) below), 
the Government shall promptly pay to the Contractor any balance 
of allowable cost, and any part of the fixed fee, which has been 
withheld pursuant to (c) above or otherwise not paid to the 
Contractor. The completion invoice or voucher shall be submitted 
by the Contractor promptly following completion of the work 
under this contract but in no event later than one (1) year (or 
such longer period as the Contracting Officer may in his discretion 
approve in writing) from the date of such completion. 


(f) The Contractor agrees that any refunds, rebates, credits, 
or other amounts (including any interest thereon) accruing to or 
received by the Contractor or any assignee under this contract 
shall be paid by the Contractor to the Government, to the extent 
that they are properly allocable to costs for which the Contractor 
has been reimbursed by the Government under this contract. 
Reasonable expenses incurred by the Contractor for the purpose 
of securing such refunds, rebates, credits, or other amounts shall 
be allowable costs hereunder when approved by the Contracting 
Officer. Prior to final payment under this contract, the Contractor 
and each assignee under this contract whose assignment is in effect 
at the time of final payment under this contract shall execute and 
deliver: 


(i) an assignment to the Government, in form and sub- 
stance satisfactory to the Contracting Officer, of refunds, 
-rebates, credits, or other amounts (including any interest 
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thereon) properly allocable to costs for which the Contractor 
has been reimbursed by the Government under this contract; 
and 


(ii) a release discharging the Government, its officers, 
agents, and employees from all liabilities, obligations, and 
claims arising out of or under this contract, subject only to 
the following exceptions: 


(A) specified claims in stated amounts or in estimated 
amounts where the amounts are not susceptible of exact 
statement by the Contractor; 


(B) claims, together with reasonable expenses _inci- 
dental thereto, based upon liabilities of the Contractor 
to third parties arising out of the performance of this 
contract; provided, that such claims are not known to the 
Contractor on the date of the execution of the release; 
and provided further that the Contractor gives notice 
of such claims in writing to the Contracting Officer not 
more than six (6) years after the date of the release 
or the date of any notice to the Contractor that the 
Government is prepared to make final payment, which- 
ever is earlier; and 


(C) claims for reimbursement of costs (other than 
expenses of the Contractor by reason of his indemnifica- 
tion of the Government against patent liability), includ- 
ing reasonable expenses incidental thereto, incurred by 
the Contractor under the provisions of this contract 
relating to patents, 


(g) Any cost incurred by the Contractor under the terms of 
this contract which would constitute allowable cost under the 
provisions of this clause shall be included in determining the 
amount payable under this contract, notwithstanding any provisions 
contained in the specifications or other documents incorporated 
in this contract by reference, designating services to be performed 
or materials to be furnished by the Contractor at his expense or 
without cost to the Government. 


ARTICLE 16 
7-402.20 AUTHORIZATION AND CONSENT (1964 MAR) 


The Government hereby gives its authorization and consent 
(without prejudice to any rights of indemnification) for all use 
and manufacture, in the performance of this contract or any part 
hereof or any amendment hereto or any subcontract hereunder 
(including any lower-tier subcontract), of any invention described 
in and covered by a patent of the United States (i) embodied in 
the structure or composition of any article the delivery of which 
is accepted by the Government under this contract, or (ii) utilized 
in the machinery, tools, or methods the use of which necessarily 
results from compliance by the Contractor or the using subcon- 
tractor with (a) specifications or written provisions now or here- 
after forming a part of this contract, or (b) specific written instruc- 
tions given by the Contracting Officer directing the manner of 
performance. The entire liability to the Government for infringe- 
ment of a patent of the United States shall be determined solely by 
the provisions of the indemnity clauses, if any, included in this 
contract or any subcontract hereunder (including any lower-tier 
subcontract), and the Government assumes liability for all other 
infringement to the extent of the authorization and consent herein- 
above granted. 


ARTICLE 20 
7-402.8 SUBCONTRACTS (1974 APR) 


(a) The Contractor shall notify the Contracting Officer reason- 
ably in advance of entering into any subcontract which (i) is 
cost-reimbursement type, time and materials, or labor-hour, or 
(ii) is fixed-price type and exceeds in dollar amount either $25,000 
or five percent (5%) of the total estimated cost of this contract, 
(iii) provides for the fabrication, purchase, rental, installation, or 
other acquisition of special test equipment having a value in 


excess of $1,000 or of any items of industrial facilities; or (iv) has 
experimental, developmental, or research work as one of its pur- 
poses. 


(b) In the case of a proposed subcontract which (i) is cost- 
reimbursement, time and materials, or labor-hour which would 
involve an estimated amount in excess of $10,000, including any 
fee, (ii) is proposed to exceed $100,000, or (iii) is one of a 
number of subcontracts under this contract with a single sub- 
contractor for the same or related supplies or services which, in 
the aggregate are expected to exceed $100,000, the advance notifi- 
cation required by (a) above shall include: 


(1) a description of the supplies or services to be called 
for by the subcontract; 


(2) identification of the proposed subcontractor and an 
explanation of why and how the proposed subcontractor was 
selected, including the degree of competition obtained; 


(3) the proposed subcontract price, together with the Con- 
tractor’s cost or price analysis thereof; 


(4) the subcontractor’s current, complete, and accurate 
cost or pricing data and Certificate of Current Cost or Pricing 
Data, when such data and certificate are required, by other 
provisions of this contract, to be obtained from the subcon- 
tractor; 


(5) identification of type of subcontract to be used; 


(6) a memorandum of negotiation which sets forth the 
principal elements of the subcontract price negotiations. A 
copy of this memorandum shall be retained in the Contractor’s 
file for the use of Government reviewing authorities. The 
memorandum shall be in sufficient detail to reflect the most 
significant considerations controlling the establishment of 
initial or revised prices. The memorandum should include 
an explanation of why cost or pricing data was, or was not 
required, and, if it was not required in the case of any price 
negotiation in excess of $100,000, a statement of the basis 
for determining that the price rsulted from or was based 
on adequate price competition, established catalog or market 
prices of commercial items sold in substantial quantities to the 
general public, or prices set by law or regulation. If cost or 
pricing data was submitted and a certificate of cost or pricing 
data was required, the memorandum shall reflect the extent 
to which reliance was not placed upon the factual cost or 
pricing data submitted and the extent to which this data 
was not used by the Contractor in determining the total price 
objective and in negotiating the final price. The memorandum 
shall also reflect the extent to which it was recognized in 
the negotiation that any cost or pricing data submitted by 
the subcontractor was not accurate, complete, or current; 
the action taken by the Contractor and the subcontractor as 
a result; and the effect, if any, of such defective data on the 
total price negotiated. Where the total price negotiated 
differs significantly from the Contractor’s total price objec- 
tive, the memorandum shall explain this difference; 


(7) when incentives are used, the memorandum of negotia- 
tion shall contain an explanation of the incentive fee/profit 
plan identifying each critical performance element, manage- 
ment decisions used to quantify cach incentive element, 
reasons for incentives on particular performance characteris- 
tics, and a brief summary of trade-off possibilities considered 
as to cost, performance, and time; and 


(8) the subcontractor’s Disclosure Statement or Certificate 
relating to Cost Accounting Standards when such data are 
required by other provisions of this contract to be obtained 
from the subcontractor. 


(c) The Contractor shall obtain the written consent of the 
Contracting Officer prior to placing any subcontract for which 
advance notification is required under (a) above. The Contracting 
Officer may, in his discretion, ratify in writing any such sub- 
contract; such action shall constitute the consent of the Contract- 
ing Officer as required by this paragraph (c). 
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(d) The Contractor agrees that no subcontract placed under 
this contract shall provide for payment on a cost-plus-a-percentage 
of-cost basis. 


(e) The Contracting Officer may, in his discretion, specifically 
approve in writing any of the provisions of a subcontract. How- 
ever, such approval or the consent of the Contracting Officer 
obtained as required by this clause shall not be construed to 
constitute a determination of the allowability of any cost under 
this contract, unless such approval specifically provides that it 
constitutes a determination of the allowability of such cost. 


(£) The Contractor shall give the Contracting Officer immediate 
notice in writing of any action or suit filed, and prompt notice 
of any claim made against the Contractor by any subcontractor 
or vendor which, in the opinion of the Contractor, may result in 
litigation, related in any way to this contract, with respect to which 
the Contractor may be entitled to reimbursement from the Govern- 
ment. 


(g) Notwithstanding (c) above, the Contractor may enter into 
subcontracts within (i) and (ii) of (a) above, without the con- 
sent of the Contracting Officer, if the Contracting Officer has 
approved in writing the Contractor's procurement system and 
the subcontract is within the scope of such approval. (This sub- 
paragraph (g) however, shall not be applicable to those sub- 
contracts subject to subparagraph (j) below, if any.) 


(h) The Contractor shall (i) insert in each price redetermina- 
tion or incentive price revision subcontract hereunder the sub- 
stance of the “Limitation on Payments” paragraph set forth in the 
appropriate clause prescribed by paragraph 7-108 of the Armed 
Services Procurement Regulation, including subparagraph (4) 
thereof, modified to omit mention of the Government and reflect 
the position of the Contractor as purchaser and of the subcontractor 
as vendor, and to omit that portion of subparagraph (3) thereof 
relating to tax credits, and (ii) include in each cost-reimburse- 
ment type subcontract hereunder a requirement that each price 
redetermination and incentive price revision subcontract there- 
under will contain the substance of the “Limitation on Payments” 
provision, including subparagraph (4) thereof, modified as out- 
lined in (i) above. 


(i) To facilitate small business participation in subcontracting 
under this contract, the Contractor agrees to provide progress 
payments on the fixed-price types of subcontracts of those subcon- 
tractors which are small business concerns, in conformity with the 
standards for customary progress payments stated in paragraphs 
503 and 514 of Appendix E of the Armed Services Procurement 
Regulation, as in effect on the date of this contract. The Contractor 
further agrees that the need for such progress payments will not 
be considered as a handicap or adverse factor in the award of 
subcontracts. 


ARTICLE 21 


7-104.9(h) TECHNICAL DATA—WITHHOLDING OF 
PAYMENT (1974 APR) 


(a) If “Technical Data” (as defined in the clause of this con- 
tract entitled “Rights in Technical Data”), or any part thereof, 
specified to be delivered under this contract, is not delivered 
within the time specified by this contract or is deficient upon de- 
livery (including having restrictive markings not specifically au- 
thorized by this contract), the Contracting Officer may until such 
data is aécepted by the Government, withhold payment to the 
Contractor of ten percent (10%) of the total contract price or 
amount unless a lesser withholding specified in the contract. Pay- 
ments shall not be withheld nor any other action taken pursuant to 
this paragraph when the Contractor's failure to make timely 
delivery or to deliver such data without deficiencies arises out of 
causes beyond the control and without the fault or negligence 
of the Contractor. 


(b) After payments total ninety percent (90%) of the total 
contract price or amount and if all technical data specified to be 
delivered under this contract has not been accepted, the Contract- 
ing Officer may, withhold from further payment such sum as he 
considers appropriate, not exceeding ten percent (10%) of the 
total contract price or amount unless a lesser withholding limit 
is specified in the contract. 


(c) The withholding of any amount or subsequent payment to 
the Contractor shall not be construed as a waiver of any rights 
accruing to the Government under this contract. 
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